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CHAPTER I 



INTRODUCTION 



This is a study of the accrual basis of accounting, its 
application in the Federal Government and, in particular, its 
status in Navy accounting. Considerable attention has been de- 
voted in recent years to improvement of the financial management 
process in the Government. Among the measures to promote better 
management have been the efforts to institute accounting on the 
accrual basis. The first Hoover Commission recognized the need 
for it during Its studies. The accounting improvements enacted 
under the Title IV amendments to the National Security Act in 
1949 and the Budget and Accounting Procedures Act of 1950 Implied 
the use of accrual accounting. The second Hoover Commission 
definitely recommended adoption of the accrual basis, and Congres 
legislated such a requirement under Public law 84-863 in 1956. 
However, despite the existence of this legislative precept, the 
Navy's fund accounting system continues to operate under the 
obligation and expenditure basis of accounting. 

The second Hoover Commission also recommended that appro- 
priations by Congress be expressed In terms of annual accrued 
expenditures instead of obligations. In 1958, Congress passed 
a modified version of this proposal, authorizing the use of 
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accrued expenditure limitations superimposed on the obligation 
type appropriations. However, this was never in fact done, and 
the authorizing legislation. Public Law 85-759, expired in 1962, 
This raises the question of whether accrual accounting is a 
realistic measure when Congress continues to provide appropria- 
tions expressed in terms of obligational authority and fund 
control must necessarily function in the language of obligations, 
'^hat benefit does accrual accounting offer for Government manage- 
ment? 

In this paper an attempt is made to trace the origin of 
the accrual accounting concept in the Federal Government, to 
examine its meaning and evaluate its value for management pur- 
poses. The concept of appropriations on the basis of accrued 
expenditures is also studied in order to resolve the question 
of possible conflict between accrual accounting and fund author- 
izations on the obligation basis. 

To gain a comprehensive understanding of the underlying 
purpose and meaning of accrual accounting In the Federal Govern- 
ment, the approach taken has necessarily been of a broad nature, 
encompassing a review of the major accounting and budgeting 
Improvement measures on a government-wide basis. No attempt 
is made to present detailed mechanics of the accounting process, 
since the purpose is to evaluate the meaning of accrual account- 
ing from a managerial perspective, not to explore the techniques 
involved. Following a broad review of the subject from a 
government-wide view, the treatment Is then narrowed to a 
consideration of what the Navy has done to improve its accounting 
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processes and the status of accrual accounting in the Navy. 

In Chapter II, a general discussion of accounting and 
its managerial uses is presented. This is to provide background 
material and develop an appreciation for the way in which 
accounting fits into the broader scheme of management. The 
nature of accrual accounting in private industry is examined 
here. Chapter III covers the subject of accounting in the 
Federal Government and reviews the forces that prompted reforms 
in budgeting and accounting. The important legislation which 
bears on Federal Government accounting and which led to the 
requirement for adopting the accrual basis is set forth. Also, 
the controversy and legislation regarding accrued expenditures 
limitations are examined and evaluated. In Chapter IV, the 
accrual accounting concept is explored in greater depth, its 
purpose in management control Is discussed, and the status of 
accrual accounting on a government -wide basis is reviewed. 

Chapter V turns to the subject of accounting in the Navy, deal- 
ing with the accounting improvements which have been instituted, 
the endeavors to proceed towards implementation of accrual account- 
ing, and the influences on Navy accounting stemming from Depart- 
ment of Defense programs and policies. The summary and conclusions 
of the study is presented In Chapter VI. 

The primary research sources utilized were public docu- 
ments, reports, textbooks, and articles in periodicals dealing 
with accrual accounting in particular and with the broader 
subjects of accounting, budgeting, and financial management in 
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the Federal Government. This research was supplemented with 
interviews with officials of the Office of the Navy Comptroller 
to gain a better understanding of the accrual accounting concept, 
information on the Navy's accounting Improvement efforts, and 
assistance in obtaining research materials. Lectures and 
discussions in the Navy Graduate Financial Management Program 
have also provided insight into some of the accounting and 
budgeting concepts and procedures which are discussed. 



CHAPTER II 



ACCOUNTING AND ITS RELATIONSHIP TO MANAGEMENT 



It is the purpose of this chapter to present a concise 
discussion of some general concepts and characteristics of 
accounting from a managerial point of view* This will serve to 
set a background and form a basis of understanding for the con- 
cepts which are later developed. 

Accounting Defined 

In a discussion of accounting, it seems appropriate at 

the outset to present a definition of the subject as a point of 

departure. Perhaps the most authoritative definition is that 

of the Committee on Terminology of the American Institute of 

Certified Public Accountants : 

Accounting is the art of recording, classifying, and 
summarising in a significant manner and in terms of 
money, transactions and events which are, in part at 
least, of a financial character, and interpreting 
the results thereof.! 

Smith and Ashburne offer a variation that seems to add 

even greater meaning. They say: 

Accounting is the science of recording and classifying 
business transactions and events, primarily of a 

^American Institute of Certified Public Accountants, 
Accounting Terminology Bulletin No, 1 (New York: American 

Institute of Certified Public Accountants, 1953), p. 0, 
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financial character, and the art of making significant 
summaries, analyses, and interpretations of those 
transactions and events and communicating the results to 
persons who must make decisions or form judgements 

In this second definition, the communication aspect of 
the accounting process has been introduced. As a medium of 
communication, accounting is an element of the total information 
system available to internal management and to other interested 
parties outside of the organization. 

As Henry Albers explains: 

Accounting is a specialized language system that is 
used to measure the consequences of organizational 
activities and to communicate such information to 
executives and others. 2 

In this view, the accounting system Is a feedback mechanism 
providing information, principally in financial terms, on the 
status of an enterprise and the results of operations. It stands 
to reason that the Integrity and utility of the system and the 
data it produces depends largely on how well and accurately it 
conveys a true image and meaning of the "real thing” it represents 
If the system of symbols comprising the accounting information 
complex do not communicate a correct and meaningful picture of 
the underlying object of interest, the utility of the system is 
questionable . 

^•C . Aubrey Smith and Jim G. Ashburne, Financial and 
Administrative Accounting (New York: McGraw-Hill Book Company, 

i960), p. 2. 

p 

Henry H. Albers, Organized Executive Action (New York: 
John Wiley & Sons, 1961), p. 390^ 
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Within the broad field of accounting there are various 
specializations or areas of emphasis, including financial account- 
ing, managerial accounting, and. cost accounting. Financial 
accounting in private industry is sometimes classified as general 
accounting and is fundamentally historical in perspective. It 
embraces the functions of collecting, analyzing and recording 
data of a financial nature, and the preparation and interpretation 
of periodic statements, such as the balance sheet, operating 
statement, and retained earnings statement, to report the financial 
status and results of operations for the information of the ovmers, 
creditors and other interested parties. 

Managerial accounting, in contrast, is devoted to the 

application of accounting information and techniques to the active 

management of the enterprise. The distinction between financial 

accounting and managerial accounting has been described as follows: 

Administrative accounting, or managerial accounting, 
is based on the concept of accounting as a method of 
management or as a tool by which managerial effective- 
ness is enhanced. Although it deals primarily with 
the same financial data, it is not confined to finan- 
cial data. It seeks to assure scientific managerial 
planning and sound managerial decisions by furnishing 
historical data and projections of the consequences 
of alternative decisions. It seeks to make managerial 
control more effective by encouraging planning and 
keeping the plan constantly before management's atten- 
tion, comparing performance with the results anticipa- 
ted. 1 

In other words, the perspective of managerial accounting 
is to aid management in effective administration of the enterprise. 



^mith and Ashburne, op . cit . , p. 11 
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It involves the use of various tools and techniques such as budget- 
ing and cost accounting to facilitate control of operations, to 
compile performance information for comparison against standards 
or yardsticks, to analyze data to determine reasons and responsi- 
bility for deviations from plans, and to reinforce the competency 
of management's decisions. 

Cost accounting Is commonly associated with factory type 
accounting methods for development of unit costs, such as the 
familiar job order or process cost systems. However, the general 
field of co 3 1 accounting is much broader than this. As Nickerson 
explains : 



... the field has been expanded in areas such as cost 
control, budgeting, and cost determination for a variety 
of managerial uses and has been broadened to include 
administrative expenses and distribution costs and the 
cost and control problems of nonmanufacturing business. 

Although cost accounting has many ramifications, its 
central theme is to provide information, largely in 
the area of costs, which will be useful in controlling 
the operations of a business in a broad sense.* 

Smith and Ashburne consider that ”... since a major 
effort in all accounting is the determination of costs, all account 
ing is cost accounting, in the true sense of the word. ”2 Dealing 
primarily with segments of an enterprise, such as functional areas 
or departments, rather than the entity as a whole, cost accounting 
primarily serves internal management rather than outside interests. 
One of the principle objectives of cost accounting is to furnish 



^•Clarence B. Nickerson, Managerial Cost Accounting and 
Analys is (New York: McGraw-Hill Book Company, 1962), p. 1. 



2 Smith and Ashburne, o£. cit . , p. 394. 
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information useful in keeping costs under control. Control implies 
not simply the compiling of cost data but also the exercise of 
supervision over operations to which they relate. Wilber Haseman 
has written: 

The classification of costs by area of responsibility is 
an important aspect of this problem, because costs are 
controlled by controlling the persons causing the costs 
to arise. By grouping costs according to areas of 
responsibility management will have a basis for judg- 
ing the effectiveness of subordinates and for isolating 
the causes for inefficiency.! 

Underlying the field of cost accounting is the concept 
of the flow of costs. Costs arise by virtue of a payment of cash, 
the incurrence of a liability, or the consumption of an asset. 

In the course of operations they flow from one form to another, 
e.g., from asset to expense, and accurate cost accounting requires 
that expenses of the period be separated from those costs that 
remain in the form of assets to be carried forward to the sub- 
sequent accounting period. Expenses of the period represent the 
costs of goods and services that have been consumed, that is, the 
expired costs. As explained below, the proper allocation of 
expenses to the period to which they apply is predicated on use 
of the accrual basis of accounting. 

The Nature Of Accrual Accounting 

Although this paper is concerned with accrual accounting in 
government, a clear understanding of its nature should begin with 
a review of its application in commercial and industrial accounting 

^Wilber C. Haseman, Management Uses of Accounting 
(Boston: Allyn and Bacon, 1963 ) ." p. 404. 
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since it is a basic and fundamental concept* One of the foremost 
objectives of accounting in private enterprise is the determination 
of net income or loss for the accounting period. Net income, or 
profit, is simply the difference between total revenue and total 
expenses for the period of measurement. A net loss occurs when 
total expenses exceed total revenue. To determine net income or 
loss, the revenue earned during the accounting period must be 
matched against the expenses incurred in earning such revenue. 

The nature of accrual accounting and its importance in 
the accurate computation of net income can be illustrated by 
comparison with the cash basis of accounting. “On the strict 
cash basis, income is equivalent to cash received; expense is 
equivalent to cash paid out. “I In other words, income and expenses 
are recognized only upon the receipt and disbursement of cash. 
Income is recorded in the accounting records when cash is collected 
and expenses are recorded at the time of payment. The cash basis 
does not produce a true measurement of operating results because 
it fails to recognize income that may have been earned though not 
yet collected, and it overlooks expenses that may have been in- 
curred but which will be paid in a subsequent accounting period. 

The acts of receipt and payment of cash obviously are not valid 
criteria for determination of income and expense of an accounting 
period. 

^•Smith and Ashburne, op . cit . , p, 60 . 



11 



Under the accrual basis of accounting, net income is 

computed by matching revenue realized during the accounting 

period against costs expired during the period. Revenues and 

expenses under the accrual basis are defined as follows: 

The revenues of a business enterprise are the gross 
earnings during the period in question from the 
delivery of goods or the rendering of services to 
customers. Revenue is earned or realized at the time 
the goods or services are delivered to the customer 
regardless of the time when the order is received or when 
the cash is collected from the customer. Consequently, 
revenue earned is not the same thing as cash receipts 
or orders received. 



The expenses of a business enterprise are the costs 
of the goods and services consumed by the enterprise 
in the earning of revenue. As an enterprise carries 
on its operations, various goods and services are 
purchased, paid for, and consumed. Costs occur at 
the time goods or services are purchased or acquired. 

Expenses occur at the time goods or services are con- 
sumed. The actual cash payment for goods and services 
may take place at some other time, before or after 
purchase or consumption. Consequently, the expenses 
of a period are not the same as the cash payments or 
purchases of that period.! 

From the foregoing it can be seen that accrual accounting differs 
from the cash basis in that it focuses on revenue earned and 
expenses incurred instead of revenue collected and expenses paid. 
The statement of income on an accrual basis is therefor predicated 
on : 



. . . an assignment of revenues and expenses as between 
past, present, and future operations, a nice distinction 
between capital and revenue expenditures, and procedures 
for holding up revenue received or expense incurred but 
not considered to bo chargeable to the current period. 2 



^Wilber C. Haseman, o£. clt . , pp. 7-8. 
8 

Smith and Ashburne, 0 £. cit . , p. 62. 
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The accountant: 

. . . rejects the circumstances of receipt or payment 
of cash as criteria for associating either income or 
expense with a period. Instead, he adopts the accrual 
basis, which rests on the concepts of realization and 
expiration . . .1 

Accounting’s Use In Management 

Management has been defined by authorities in the field 

in a variety of ways and the many approaches that have been taken 

will not be explored here. It will suffice to accept the view 

of one recognized authority who considers management as the job 

of getting things done through people and comprised of the 

following five functions : 

1. Planning - the selection, from among alternatives, 
of enterprise objectives, policies, procedures, and 
programs . 

2. Organizing - the grouping of activities necessary 
for accomplishing enterprise purpose, the assignment 
of these activity groupings to managers with the 
necessary authority for undertaking them, and the 
establishment of authority relationships horizontally 
and vertically in the structure to assure the degree 
and kind of coordination desired. 

3. Staffing - the selection and training of subordinates. 

4. Directing - the overseeing of subordinates In the 
undertaking' of their assigned duties. 

5. Controlling - the measurement and correction of 
activities of subordinates to make certain that plans 
are transformed Into action, ^ 



1 Ibid., p. 61. 

2 

Harold Koontz, "The Planning and Controlling of 
Organizational Activities," Current Issues and Emerging 
Concepts in Management (Boston! Houghton Mifflin Company, 
1962) p. 119. 
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In this context, accounting serves management principally 
in the planning function and the control function. In the planning 
process, management is concerned with setting the objectives of 
the organization and determining how available resources will be 
utilized. Planning is, in a sense, a process of developing an 
optimum mix of alternative programs. Various possible courses of 
action are examined and decisions are made from the alternatives 
presented. Plans for the future are, to a large extent, bred 
from past experienco and, since accounting records are the primary 
source of financial history, they naturally play an important 
rolo in planning. Both qualitative and quantitative considera- 
tions influence the planner and the accounting system is a primary 
source of the quantitative data used in planning. Accounting 
data i3 commonly used to measure the costs of resources implicit 
in the various alternatives under consideration in a planning 
problem, Ylien values are assigned to goals and objectives they 
are commonly expressed in accounting terms, and when plans are 
put into effect they are usually translated into budgets which 
are expressed in the language of accounting, for: 

Financial information is the common denominator through 
which objectives and plans are expressed, and it provides 
a means for measuring the performance of executives and 
operating departments,! 

In the control function, the accounting system acts as a "feedback" 
to collect information about performance and inform management 
of the results of operations. Reports and statements produced by 
the accounting system provide a basis for making day-to-day 



3-A lbers , 



op . cit ♦ , p. 147. 
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operating decisions and for planning future action. Cost data is 
an aid to management in decision-making and in comparing per- 
formance results against resource consumption. 

Indeed, management control is one of the primary reasons 

for the existence of an accounting system and should be a major 

consideration in design of the system, in determination of the 

type and form of input data, how it is processed, and the type 

of reports that are produced. 

A well-designed accounting system should produce reports 
that fulfill as nearly as possible the needs of the 
recipient for information about the operations under 
his control or responsibility . . . 



It should be apparent that an accounting system exists 
not for itself alone, but only as it may be able to 
serve management in the business of which it is a part. 

Hence the starting point in discussing, designing, or 
changing an accounting system or any of its parts should 
be the question of how management can best be served. 3- 

It follows that, in judging the merits of an accounting 
system, a principle criterion is how well it serves the needs 
of management. In this regard, accurate cost data and profit 
projections are of major importance to the manager since 
competent managerial actions depend upon a full knowledge of the 
implications of decisions on cost and profit performance. 

Comparison of Industry to Government Management 

In private industry, the profit criterion is of foremost 
importance, management is geared to that objective, and the 
accounting process is structured to produce accurate periodic 



3-Franc is £• Moore and Howard F. Stettler, Accounting 
Systems for Management Control (Homewood, Illinois: Richard 
D . Irwin , 1963 ) , p'p . 5 - 6 . ” 
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measurements of financial results. Competition provides the 
stimulus for managerial efficiency and cost control. In contrast, 
government administrators operate in an environment lacking the 
incentives inherent in the competitive atmosphere of private 
business and without the efficiency yardstick provided by the 
profit goal. -Vithout the impelling Influences of competition 
and profit motive, administration in government must seek other 
tools to promote efficiency and economy in the use of resources 
entrusted to it by the general public. 

A major responsibility of all officials engaged in the 
administration of government activities is to insure that 
programs are pursued at the lowest necessary cost commensurate 
with effective achievement of the program objectives. In the 
quest of economy and efficiency, considerable attention has been 
devoted to management's responsibilities for control of costs 
in government operations. Efforts have been directed towards 
improved financial management practices that contribute towards 
greater productivity and cost reductions. In the Federal Govern- 
ment, there has developed in recent years: 

... an increasing emphasis on costs at all management 
levels - on costs determinations and on cost-based 
budgeting. At the same time better productivity 
measures are being developed ... to provide a more 
reliable basis for measuring work productivity through- 
out the Federal Government. Another very encouraging 
development is the progress being made in cost-benefit 
analysis relating the costs of particular public services 
to money measures of the benefits derived. All of 
these developments are contributing to a more rational 
order of managerial decisions.! 



^Lyman Bryan, ’’Federal Budgets and Private Budgets," 
The Journal of Accountancy , CXVII (January 1964), p. 14. 
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Prominent in the endeavors to create greater cost con- 
sciousness are the reforms that have been introduced into the 
Government's budgeting and accounting processes. Some of the 
major developments in this direction are discussed in Chapter III. 



CHAPTER III 



REFORMS IN FEDERAL GOVERNMENT ACCOUNTING 

Accounting in the Federal Government has undergone sig- 
nificant changes in recent years. Much of the emphasis in this 
reform can be characterized as an effort to reorient the account- 
ing processes towards managerial applications. One matter which 
has received particular attention Is the effort to promote the 
development and use of cost informs t ion* with de-emphasis of ob- 
ligation accounting which had been the customary basis for finan- 
cial control. In the following discussion, some of the char- 
acteristics of government accounting are examined, followed by a 
review of the influences and recent legislation which have had 
a bearing on Federal budgeting and accounting. 

Characteristics of Government Accounting 
In a general sense, accounting in government serves two 
broad functions: (1) to render reports in compliance with legal 

and administrative requirements, and (2) to furnish data for 
management and control of the governmental unit, Burkhead de- 
scribes these as the "accountability " function and the "management" 
function.-*- For accountability purposes, he says that government 

Jesse Burkhead, Government Budgeting (Now York: John 

■7i ley & Sons, 1959), pp. 358-359 , 
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accounting systems should; 

(1) ... be designed to show compliance with legal provi- 
sions , 

(2) . . » the commitment and disbursement of monies must 
be related to budget accounts embodying requests for new 
expenditure authority. That is, budgeting and accounting 
must be components of an integrated system of fiscal control, 

(3) Accounts must be set forth in such a way as to permit 
a determination of the adequacy of custodianship of 
monies and assets under the responsibility of adminis- 
trative officials, 

(4) Accounts must be maintained on a basis which will 
permit an independent audit extending to all records, 
funds, securities, and property. 1 

For management purposes, he suggests that the accounting system 

should: 

(5) , , . provide a full disclosure of financial results, 
including the measurement of revenue and the costs of 
activities, programs and organizations. 

(6) ... provide management at all levels with information 
for planning and direction. This includes, but is not 
restricted to, cost measurement. 

(7) ... incorporate effective procedures for internal 
audit and control of operations and programs. 

(8) ... provide information necessary for economic 
analysis and planning of governmental activity. This 
information should be presented in a form that is useful 
for both executive and legislative purposes. 2 

The accountability functions primarily serve to control the acts 
of public officials, safeguard public property and funds, reveal 
the status of spending authorizations, and inform legislative 
bodies, control agencies and the general public about the opera- 
tions of government units and how public funds are applied. 



l ib id . , p. 358 



2 Ibid., p. 359 
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".bile the importance of these functions are evident and not to be 
denied, the management functions are also essential since they 
are the means which enable responsible government officials to 
manage the operations of an agency effectively and economically. 
Both the accountability and the management purposes are vital to 
the public interest* However, . . historically, in the estab- 
lishment of government accounting systems, accountability has 
been given primary if not sole emphasis • '3- 

A distinguishing feature of governmental accounting is 
the existence of two broad grotips of accounts , commonly referred 
to as the '’budgetary" accounts and the "proprietary" accounts. 

The budgetary accounts are peculiar to the accounting systems of 
municipal, state, and federal governments, having . * no 
counterpart in commercial accounting practice."^’ 

The budgetary series of accounts are designed to serve 
fund control purposes , for recording transactions which affect 
the status of fund authorizations, e.g., appropriation accounts, 
obligations incurred, and expenditures. The proprietary accounts, 
on the other hand, are those normally associated with general 
accounting practice, embracing the accounts for assets and 
liabilities, revenues and expenses. In the same manner as found 
in commercial accounting, they serve to record the government 
unit’s cash, property and other assets. Its liabilities, equity, 

1 Ibid . 

2 

Eric L. Kohler and Howard W* ’“'right , Accounting in the 
Federal Government (Englewood Cliffs, New Jersey : Prentice- 

Hall, 1956), p, 
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income and expenses . 

Until recently, the emphasis in Federal Government account- 
ing was almost exclusively on the budgetary group of accounts, and 
financial management was concerned mostly with keeping expendi- 
tures within fund limitations. 

Pressure for Reform 

In tracing the attempts to install accrual features in 
the accounting systems of the Federal Government, it is interest- 
ing to note that efforts in this direction were made as early as 
1926, In that year, the General Accounting Office issued Circular 
27 which was a statement of procedural requirements for the ex- 
ecutive branch agencies in accounting for appropriations and 
funds. These regulations were based on the provisions of section 
309 of the Budget and Accounting Act of 1921 which invested the 
Comptroller General with authority to prescribe the forms, systems, 
and procedures for appropriation and fund accounting in the 
Federal Government. At the time of issuance of Circular 27, 
virtually all of the agencies maintained only single-entry type 
accounting systems. Financial accounting for property and cost 
accounting systems were almost nonexistent .1 

Among the provisions of Circular 27 were requirements 
that each agency establish a double-entry system of accounting, a 
general-ledger account structure for each fund under its control, 
and the accrual basis of accounting. It envisioned that each 



^•Howard W. Bordner, "Impact of General Regulations 100 on 
Accounting in the Federal Government, "The Federal Accountant, 

XI (June 1962), pp. 62-92. 
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agency would maintain a single Integrated accounting system em- 
bodying obligation, cash, and cost accounting features. In 1943, 
the contents of Circular 27 were republished, with but minor re- 
visions, as General Regulations 100. However, despite the exis- 
tence of these regulations from as early as 1926, very little 
real progress was made in achieving their objective. The under- 
lying concepts xvere not generally accepted, and fex? of the ex- 
ecutive agencies actually installed accounting systems which met 
the prescribed requirements.! Since the Comptroller General’s 
authority was limited to appropriation and fund accounting, 
there was no basis for enforcement of the regulations. 

The first Hoover Commission, during the period 1947 to 
1949, focused renewed attention on the fiscal processes of the 
Federal Government. Althoxxgh the Commission’s main concern was 
on organizational structures and relationships between the 
various agencies, It3 recommendations also stimulated a number 
of reforms in the Federal Government's budgeting and accounting 
systems. In appraising the status of the Government’s account- 
ing processes, the Task Force on Fiscal, Budgeting, and Account- 
ing Activities reported: 

. . . we think it is obvious that a basis of accounting 
that never shox?s the Government’s true revenues and 
expenses for any year, and that does not provide 
positive control of assets, liabilities, and 
appropriations , is thoroughly inappropriate to the 
Government's needs. T ”e suggest, therefore, that the 
cash basis of accounting be completely ruled out and 
that the accrual basis be adopted for all of the 
Government’s accounts ... 



1 Ibid . , p 



So 
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. . . we cannot too strongly urge the establishment 
of an appropriate system of accounting kept on the 
accrual basis. If such a system Is not adopted* 
there can be no hope that the Congress ever will be 
clearly informed concerning the financial affairs of 
the Government to be able to exercise fully intelligent 
control of the Governments f, purse strings. If l 

Also, during this period* the Joint Program for Improving 
Accounting in the Federal Government became an active influence. 
Undertaken in December of 1947 under the joint leadership of the 
Comptroller General, the Secretary of the Treasury, and the 
Director of the Bureau of the Budget, this program devoted its 
initial efforts, as suggested by its title, towards modernization 
of the Government’s accounting procedures. The program still 
functions * has been widened in scope to embrace the fields of 
programming, budgeting, and reporting, and since 1959 has been 
titled The Joint Financial Management Improvement Program. 

As a result of the work of the first Hoover Commission 
and the Joint Program for Improving Accounting, two major pieces 
of legislation were enacted that contained provisions that have 
had a profound impact on financial management in the Government, 
they were the title IV amendments to the National Security Act 
enacted in 1949, and the Budget and Accounting Procedures Act of 
1950. Neither expressed an explicit legislative requirement for 
adoption of accrual accounting, but both required far reaching 
reforms in the Government’s budgeting and accounting practices. 

lu.S. Commission on Organization of the Executive Branch 
of the Government, Task Force Report on Fiscal, Budgeting, and 
Accounting Activities , January 1949, pp. 103-104 . * 
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Public Law 81-216 

The Title IV amendments to the National Security Act, 
Public Law 81-216, were directed towards improved financial 
management in the Department of Defense. To this aim, it required 
the establishment of comptrollers in the military departments to 
integrate budgeting, accounting, progress and statistical report- 
ing, and internal auditing functions. Among its major provisions 
relating to budgeting and accounting were the following: 

1* Introduction of the "perf orraance budgeting" concept, 
under which budgets are prepared so as to focus on the cost of 
performance of readily identifiable functional programs and 
activities, with segregation of operating and capital programs. 

2. Establishment of "working capital" funds to finance 
inventories of supplies and equipment, and to provide working 
capital for Indus trial- type and commercial- type activities. 

3. Establishment of "management funds" to facilitate 
operations financed by two or more appropriations • 

4. Maintenance of property records on both a quantitative 
and a monetary basis. 

In the words of Frederick Mosher: 

. . . Title IV was a significant enactment of the Congress. 

It was the first Congressional expression in behalf of 
the "performance budget" idea ... Its prescription 
of Comptrollers at the departmental levels was a new 
departure, expressive particularly of the new emphasis 
upon accounting and fiscal management. Most of all. 
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however, its emphasis upon economy and efficiency in 
military management remains its dominating feature . . , 1 

Describing the underlying concept of performance budget- 
ing, Mosher says : 

• • • It is simply that when we budget and authorize 
funds we are providing for things to be done rather 
than for things to be bought . Moneys are burnished 
for activities and functions rather than for purchases 
and payments. Almost our entire experience and 
heritage in government financial control is the other 
way around. In a sense, this amounts to substituting 
ends for means as the focal points of financial 
planning and control, 2 

In short, the idea of performance budgeting is to center 
attention on the functions, programs, or work to be accomplished 
and their costs. Also termed "program budgeting," its full 
development assumes the employment of an accrual basis of 
accounting. The interrelationships of accrual accounting and 
program budgeting is evident from the following statement by 
Kohler and Wright : 

, . . As accrual accounting gains in acceptance, so 
will program budgeting. When accrual accounting has 
been uniformly instituted, "program" might well be 
dropped from the term. The budgeting of an agency’s 
programs based on ordinary accrual accounting will 
be the natural and normal form of budgeting and, hence, 
just budge ting, 3 

Budget and Accounting Procedures Act of 1950 

The import of the Budget and Accounting Procedures Act 
of 1950 can be appraised from the statement of the President 



^Frederick C, Mosher, P rogram Budgeting: Theory and 

Practice (New York; Public Administration S e rvic e V " 19 54 ) , p , 41, 



2 Ibid . p. 81. 

Kohler and Wright, ox_. cit . , p, 105. 
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when he signed the bill, that ”... this is the most important 
legislation enacted by Congress in the budgeting and accounting 
field since the Budget and Accounting Act, 1921 was passed almost 
30 years ago."^ 

Prominent among the features of the 1950 Act, insofar as 
concerns budgeting and accounting, were the following actions 

1. Performance budgeting, which had previously been pres- 
cribed for the Department of Defense by Title IV, Public Law 
81-216, was extended to all Government agencies. Emphasis was 
placed on construction of budget requests in terms of functions 
and activities, with justifications to be based to the maximum 
extent possible on workload and unit-cost data. 

2. The principles and objectives of the Joint Program to 
Improve Accounting in the Federal Government were incorporated 
into law. The Comptroller General, the Secretary of the Treasury, 
and the Director of the Bureau of the Budget were charged with 
responsibility for pursuing a continuous program for improvement 
of accounting and financial reporting. 

3. Established the concept whereby the head of each executive 
agency was responsible for development of the agency’s accounting 
system in conformity with principles, standards, and requirements 
prescribed by the Comptroller General. Prior to this action. 



lTJ.S, Congress, Senate, Committee on Government Operations, 
Financial Management in the Federal Government , 87th Gong., 1st 
Sess,, February 13, 1961' '(Washington : Government Printing Office, 

1961) , p. 80. 



^ Ibid, pp. 80-85 




























. . 




















































































26 



the Comptroller General had prescribed specific procedures for 
appropriation and fund accounting under the authority of the 
Budget and Accounting Act of 1921. The 1950 Act gave recognition 
to the need for flexibility in design of accounting systems to 
meet the unique and varying needs of the individual agencies by 
placing responsibility for systems development on the agencies 
themselves, within a framework of basic principles and standards 
to be set by the Comptroller General. 

Section 115 (a) of the 1950 Act set forth clearly the 
intent of Congress as to the fundamental purposes that should 
be served by Government accounting systems. Under this section, 
agency accounting systems are required to be designed so as to 
provide ^ 



. . . full disclosure of the financial results of the 
agency’s activities; adequate financial information 
needed for management purposes; effective control over 
and accountability for all funds, property, and other 
assets . . .; reliable accounting results to serve 
as the basis for the preparation and support of the 
agency’s budget, and for providing financial information 
required by the Bureau of the Budget . . .; and 
suitable integration of the agency accounting with the 
central accounting and reporting of the Treasury 
Department .1 

Although an accrual accounting requirement did not appear, 
per se , in the wording of the Budget and Accounting Procedures 
Act of 1950, there was clear intent for reform of accounting 
processes in line with the recommendations of the joint account- 
ing improvement program and the first Hoover Commission. The 
authority vested in the Comptroller General to prescribe accounting 



1 Ibid . , pp. 83-84 
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principles and standards provided the requisite wherewithal to 
impose accrual account requirements on the executive agencies. 
However, further legislative interest arose subsequent to passage 
of the 1950 Act that was to lead to a more explicit mandate for 
accrual accounting. 

Second Hoover Commission 

A reexamination of the Government’s financial management 

processes was conducted by the second Hoover Commission during 

the period 1953 to 1955. In commenting on the activities of this 

second Commission in the area of accounting, two of the Commission’s 

staff members reported disappointment over the progress that had 

been made in gaining the objectives of the earlier accounting 

Improvement programs. They said: 

• . . through the Budget and Accounting Act of 1950, 

Congress imposed on the Bureau of the Budget, the 
Treasury Department, and the Comptroller General 
legal responsibility for the development of account- 
ing methods designed to provide operating information. 

TJp to the present, however, only a few steps have 
been taken for the implementation of these programs, 
and these steps have not accomplished much.i 

Three closely related subjects received particular atten- 
tion by the Task Force on Budget and Accounting. These were, 
budgeting based on costs, appropriations in terms of estimated 
annual accrued expenditures, and accrual accounting. While re- 
affirming the validity of the performance budget concept of the 
Budget and Accounting Procedures Act of 1950, the task force called 
attention to the fact that most budgets were formulated on the 



%eil MacKeil and Harold W. Metz, The Hoover Report 
1955-1955 (New York: The MacMillan C omp anyT 1956) p. 58. ' 
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basis of estimated obligations to be incurred and had no necessary 
relation to costs to be incurred. The Commission urged the con- 
tinuation of performance budgeting supported by information on 
program costs and accomplishments. 

The Commission also laid heavy emphasis on the desira- 
bility of changing the basis of Congressional appropriations 
from the obligation basis to an accrued - expenditure basis, 
ft . . • the present method must be changed, it found, if congress- 
ional control over the purse is to be effective. "1 

Regarding accounting, the Commission recognized that the 
installation of the cost-based budgeting concept would necessarily 
require accrual accounting and, in commenting on management's 
need for financial information, they saidj 



• . • Accounting and reporting systems must be responsive 
to the needs of management. This requires that they be 
designed to show the results of operations as they apply 
to organizational units. Accounting limited primarily 
to accounting for obligations and expenditures does not 
fulfill these requirements. Modern accounting systems 
should be installed in the executive agencies and main- 
tained on the accrual basis. Such systems would permit 
the preparation of periodic financial statements for each 
agency showing what it owns and what it owes, as well as 
the current costs of the various operations. ^ 

Twenty five recommendations were made by the second 
Hoover Commission relating to budgeting and accounting. Included 



were recommendations for use of cost-based operating budgets for 



agency management! support of performance budget classifications 



1 Ibid. , p. 55. 



C U.S. Commission on Organization of the Executive Branch 
of the Government, Budget and Accounting, A Report to the 
Congress , June 1955, p. 36-37. 
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with information on program costs and accomplishments; synchro- 
nization of organizational structures, budget classifications and 
accounting systems; formulation of executive agency budgets on 
a cost basis; appropriations in terms of estimated annual accrued 
expenditures, simplification of the allotment system; and 
accelerated actions to install monetary property records in the 
accounting systems. They also recommended adoption of the accrual 
basis of accounting to show currently, completely and clearly all 
of the Government’s resources, liabilities, and costs of operation. 

The Cooper Committee 

Further support for cost budgeting and accrual accounting 
also developed during this period from an Advisory Committee on 
Fiscal Organization and Procedures in the Department of Defense. 
Known as the "Cooper Committee," this group, comprised of industry 
and government representatives, was established in 1953 to review 
the accounting and financial practices of the Department of 
Defense and the military services. 

Cost budgeting was one of the principle recommendations 

of the Cooper Committee. They regarded the use of budgets 

prepared on the basis of costs as essential to effective 

financial administration and the creation of cost consciousness 

on the part of administrators in the military services. In 

lending support to the cost-based budget concept as a means for 

fixing the attention of administrators on value received for 

resources consumed, the Committee said: 

. , . other means of financial control based on obligations 
and expenditure budgeting do not measure performance and 
tend to emphasize the availability of funds in terms of 



